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American  Investments  in  Europe — The  Record 
and  the  Outlook 


BY  HAROLD  H.  HUTCHESON 

THE  economic  problems  Europe  faces  at  the  pres¬ 
ent  time  are  fundamentally  similar  to  those  it  faced 
after  World  War  I.  The  primary  task  now,  as  in 
1919,  is  the  readjustment  of  trade  and  industry  to 
the  peacetime  needs  of  the  European  nations,  for 
which  a  vast  increase  in  the  supply  of  capital  goods 
is  required.  During  World  War  II,  however,  the 
disruption  of  former  trade  channels  and  the  de¬ 
struction  of  wealth  reached  an  unparalleled  scale, 
with  the  result  that  Europe’s  postwar  economic 
problems,  although  not  unlike  those  of  1919  in 
character,  greatly  exceed  them  in  magnitude. 

Moreover,  while  in  1919  ideological  differences 
were  relatively  unimportant  and  the  prospect  of  a 
lasting  peace  appeared  reasonably  bright,  the  cur¬ 
rent  situation  in  those  respects  is  not  so  favorable. 
The  re-emergence  of  Russia  as  a  great  power,  and 
the  establishment  by  its  leaders  of  a  zone  of  influ¬ 
ence  in  Eastern  Europe,  have  seriously  complicated 
the  political  and  economic  outlook  of  the  Western 
powers.  The  unsettled  problems  of  Europe,  the 
most  crucial  of  which  is  the  future  of  Germany, 
are  engendering  a  feeling  of  insecurity  and  uncer¬ 
tainty  that  has  a  definite  bearing  on  the  Continent’s 
economic  recovery  and  development. 

In  spite  of  these  difficulties,  the  countries  of  Eu¬ 
rope  (including  Britain)  are  seeking  to  restore 
trade  and  industry  as  rapidly  as  their  limited  re¬ 
sources  permit.  As  in  1919,  Europe  looks  to  the 
United  States  for  assistance  in  replenishing  its  de¬ 
pleted  stocks  of  capital  goods.  The  productive  capa¬ 
city  of  the  American  economy  was  vastly  expanded 
during  the  war,  and  no  other  country  can  match 
the  ability  of  the  United  States  to  export  capital. 
Once  again  the  economic  leadership  of  the  United 
States  will  be  tested;  development  of  the  world 
economy  will  be  largely  influenced  by  the  policies 
this  country  pursues. 

THE  ECONOMIC  OUTLOOK  IN  I919 

World  War  I  had  already  severely  impaired  the 
economy  of  Europe.  Real  capital  was  reduced 
through  destruction  and  inability  to  make  normal  re¬ 


placements.  Famine  was  widespread.  Prewar  trade 
relationships  were  disrupted,  and  in  many  instances 
permanently  altered.  Yet  despite  misery  and  want, 
the  belief  was  prevalent  at  the  time  that  the  prewar 
pattern  of  world  economic  relationships  could  be 
promptly  restored  and  that  no  special  international 
action  was  required.*  Most  war-time  trade  controls 
were  removed  by  1920,  perhaps  too  quickly;  yet 
several  of  the  Continental  European  countries  re¬ 
tained  trade  restrictions,  the  old  system  of  relative¬ 
ly  free  trade  being  only  partially  restored.  Mean¬ 
while,  its  capital  resources  having  been  much  re¬ 
duced,  Europe  looked  for  assistance  to  the  United 
States,  which  had  become  a  creditor  nation  during 
the  war.  Before  1914,  Europe  (including  Britain) 
had  a  capital  surplus  and  had  served  as  the  world’s 
banker,  the  United  States  being  one  of  its  leading 
customers.^  This  situation  was  now  reversed,  and 
several  European  nations  counted  on  the  United 
States  for  loans  and  credits.  Again,  the  expectation 
was  that  the  prewar  mechanism  of  capital  move¬ 
ments  and  trade  would  somehow  be  restored.  It 
was  also  anticipated  that  an  international  mon¬ 
etary  system  based  on  the  old  gold  standard  would 
be  reestablished. 

UNITED  STATES  LOANS  TO  EUROPE 

From  1914  until  1917,  when  this  country  entered 
the  war,  Britain  and  its  Allies  borrowed  heavily 
in  the  United  States  to  finance  large  imports  of 
war  materials.  These  loans  were  negotiated  through 
private  banking  channels,  and  practically  all  of 
them  were  short-term.  Additional  dollar  resources 
were  obtained  through  the  sale  of  holdings  of 
American  securities.  The  British,  for  example,  re¬ 
duced  their  holdings  here  from  $3.7  billion  to  $1.1 
billion  at  the  end  of  1919.^  Following  our  entrance 

1.  League  of  Nations,  Commercial  Policy  in  the  Post-War 
World  (Geneva,  1945),  p.  ii. 

2.  See  Herbert  Feis,  Europe:  The  World's  Banl^er,  i87o-igi4 
(New  Haven,  Yale  University  Press,  1930). 

3.  Clcona  Lewis,  America’s  Stal^e  in  International  Invest¬ 
ments  (Washington,  Brookings  Institution,  1938),  p.  119. 
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into  the  war,  the  private  capital  market  was  placed  i 
under  government  control.  Thereafter  the  needs  of  ; 
our  Allies  were  financed  by  Treasury  loans.  By  the  1 
end  of  1920,  $9,581  million  had  been  advanced. 
Repayments  reduced  this  debt  slightly,  and  at  the  ] 
end  of  1922,  shortly  before  refunding  arrangements 
were  made  with  Britain,  the  total  outstanding  was  ; 
$9,386,700,000.“*  Of  this  sum,  Britain  had  borrowed  < 
a  total  of  $4,136.5  million;  France,  $2,933.3  million;  1 
Italy,  $1,648  million;  and  Belgium,  $347.2  million.  1 
In  addition  to  these  Treasury  advances,  loans  for 
the  sale  of  surplus  war  goods  left  in  Europe  after  ' 
the  close  of  the  war,  and  for  the  relief  of  starving  1 
people,  were  also  made  under  the  provisions  of  ' 
special  legislation.  These  credits  amounted  in  all  to  ! 
$739.9  million.' 

Although  the  problem  of  funding  all  the  war 
debts  due  the  United  States  was  under  considera-  ' 
tion  as  early  as  1919,  it  was  not  until  February  1922 
that  Congress  set  up  the  necessary  administrative 
machinery  by  creating  the  World  War  Foreign 
Debt  Commission.  This  Commission  was  empow¬ 
ered  to  negotiate  funding  agreements  with  the 
debtor  countries.  Thirteen  such  agreements  were 
signed,  the  last  on  May  3,  1926  with  Yugoslavia. 
Debtor  countries  which  were  slow  in  arranging  a 
settlement  of  their  obligations  to  the  United  States 
found  that  they  were  unable  to  borrow  in  this 
country  owing  to  the  fact  that  in  March  1922  the 
Department  of  State  had  adopted  a  policy  of  re¬ 
viewing  all  proposed  issues  of  foreign  dollar  bonds. 
With  the  cooperation  of  American  bankers,  bond 
issues  of  countries  which  had  not  consolidated 
the  war  debts  owed  the  United  States  were  turned 
down.*^ 

SLOW  RESUMPTION  OF  PRIVATE  LENDING 

So  far  as  the  financial  assistance  needed  by  Eu¬ 
rope  to  restore  its  trade  and  industry  was  con¬ 
cerned,  the  United  States  took  the  position  that 
such  funds  must  be  obtained  in  private  American 
capital  markets,  control  over  which  had  been  lifted 
at  the  close  of  1918.  In  a  letter  dated  January  28, 
1920  to  the  President  of  the  Chamber  of  Commerce 
of  the  United  States,  the  Secretary  of  the  Treasury 
stated  emphatically  that  “the  Treasury  ...  is  con¬ 
vinced  that  the  credits  required  for  the  economic 
restoration  and  revival  of  trade  must  be  supplied 
through  private  channels;  that  as  a  necessary  con¬ 
tribution  to  that  end  the  Governments  of  the  world 

4.  Ihid.,  p.  362. 

5  Ihid.,  p.  365. 

6.  See  James  W.  Angell,  Financial  Foreign  Policy  of  the 
United  States  (New  York,  Council  on  Foreign  Relations,  1933), 
p.  loi;  Benjamin  H.  Williams,  Economic  Foreign  Policy  of  the 
United  States  (New  York,  McGraw-Hill,  1929),  Chapter  5. 
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must  assist  in  the  restoration  of  confidence,  stability, 
and  freedom  of  commerce  by  the  adoption  of  sound 
fiscal  policies;  and  that  the  reparations  commission 
must  adopt  promptly  a  just  and  constructive 
policy.”^® 

During  the  early  postwar  years,  however,  private 
agencies  were  slow  in  resuming  the  sale  of  for¬ 
eign  securities.  In  1920  and  1921  private  long-term 
loans  to  Europe  increased  by  about  $467  million, 
but  short-term  debts  due  the  United  States  were 
reduced  by  $680  million.^  France  and  Britain  made 
the  bulk  of  the  repayments.  During  the  years  1922 
to  1924,  net  short-term  loans  to  Europe  amounted 
to  $35.1  million,  while  long-term  loans  totaled 
$561.8  million.***  France  was  the  principal  long¬ 
term  borrower;  Britain  continued  to  make  repay¬ 
ments,  both  on  long-term  and  short-term  account. 
Governments  of  former  enemy  countries  became 
borrowers  during  the  years  1922  to  1924. 

In  addition  to  the  dollars  obtained  through  long 
and  short-term  loans  floated  in  the  United  States, 
Europe  secured  additional  funds  through  the  sale 
here  of  foreign  currency  loans  and  shares  of  for¬ 
eign  corporations.  Moreover,  short-term  credits 
were  extended  to  Europeans  by  American  banks 
and  corporations. 

The  volume  of  long-term  dollar  loans  to  Europe 
would  undoubtedly  have  increased  considerably 
before  1924,  had  not  the  European  political  and 
economic  situation  rapidly  deteriorated.  Germany 
underwent  an  economic  crisis,  French  troops  oc¬ 
cupied  the  Ruhr,  foreign  exchange  rates  fluctuated 
widely  and,  finally,  many  countries  experienced 
budgetary  difficulties.  In  short,  the  postwar  period 
was  characterized  by  a  high  degree  of  risk  for 
the  American  investor,  with  the  result  that  for 
Europe  the  cost  of  borrowing  was  higher  than  it 
had  been  before  1914.’* 

The  widespread  belief  that  the  Dawes  Plan  of 
August  1924  had  solved  the  reparations  problem, 
and  the  return  of  Britain  to  the  gold  standard  in 
1925  (at  prewar  parity),  were  two  important  de¬ 
velopments  which  made  European  prospects 

7-8.  Quoted  in  Hal  B.  Lary  and  associates.  The  United  States 
in  the  World  Economy,  U.S.  Department  of  Commerce,  Eco¬ 
nomic  Scries  No.  23  (Washington,  Government  Printing  Office, 
1943).  P-  »39- 

9.  See  Lewis,  America’s  Stahe,  cited,  p.  368. 

10.  These  figures  are  estimates;  they  have  been  computed  from 
data  given  in  Lewis,  America’s  Stahe,  cited,  p.  368.  Statistics 
of  foreign  loans  in  the  inter-war  period  arc  inadequate  and  un¬ 
reliable;  reasonably  complete  data  were  not  collected  until  the 
early  1930’s.  See  The  United  States  in  the  World  Economy, 
cited,  p.  214. 

11.  The  average  rate  before  1914  was  5  per  cent;  postwar 
loans  bearing  7  and  8  per  cent  were  common.  See  Arthur  R. 
Upgren,  “International  Capital  Financing,"  in  Economic  Recon¬ 
struction,  cd.  by  Seymour  E.  Harris  (New  York,  McGraw-Hill, 
1945).  P-  356- 
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brighter  to  American  investors  in  1924  and  1925. 
In  the  meantime  many  editors,  publicists,  business¬ 
men  and  others  advocated  foreign  loans  contend¬ 
ing,  among  other  things,  that  we  should  relieve  the 
suffering  in  Europe,  or  that  loans  were  necessary 
to  expand  our  exports.*^  Whatever  the  reasons,  af¬ 
ter  1924  Americans  became  ready  purchasers  of 
foreign  dollar  bonds,  and  a  veritable  wave  of  for¬ 
eign  loans  for  stabilization  and  “productive”  pur¬ 
poses  ensued.  A  peak  was  reached  in  1927;  there 
was  a  slight  drop  the  following  year,  and  there¬ 
after  foreign  lending  rapidly  declined.  The  rise  in 
interest  rates  and  a  speculative  boom  in  American 
common  stocks  caused  investors  to  turn  their  at¬ 
tention  from  foreign  issues  to  more  lucrative  trad¬ 
ing  in  domestic  stocks.  After  1931  new  dollar  loans 
to  Europe  were  a  negligible  quantity  compared 
to  repayments.  The  distribution  by  countries  of 
European  dollar  bond  issues  for  the  period  1920- 
1931  is  given  in  the  following  table 
European  Dollar  Bond  Issues  by  Countries, 

1920-1931 


(/■«  thousands  of  dollars') 


Austria 

104,111.5 

Belgium 

309,270.0 

Czechoslovakia 

50,000.0 

Denmark 

206,621.0 

England 

53,350.0 

Finland 

77,000.0 

France 

483,804.3 

Germany 

1,269,593.7 

Greece 

26,000.0 

Hungary 

66,600.0 

Italy 

297,000.0 

Netherlands 

108,499.0 

Norway 

230,255.5 

Poland 

122,075.7 

Sweden 

120,308.0 

Switzerland 

87,000.0 

Yugoslavia 

64,285.0 

Others 

59,919.0 

Total  for  Europe 

3,735,692.7 

Some  of  the  loans  included  in  this  table  were, 
however,  for  refunding  purposes,  and  did  not  there¬ 
fore  increase  the  total  of  net  portfolio  investment 
in  Europe.  The  American  portfolio  of  long  and 
short-term  dollar  loans  to  Europe  amounted  at  the 
end  of  1924  to  $1,708,800,000;  the  corresponding  fig¬ 
ure  for  1929  was  $3,054,500,000.^^ 

As  is  clearly  indicated  by  the  above  statistics, 
Germany  was  by  far  the  largest  borrower.  Well 

12.  See  Lewis,  America’s  Sta\e,  cited,  p.  367;  also,  The  United 
States  in  the  World  Economy,  cited,  p.  94. 

13.  From  John  T.  Madden,  Marcus  Nadler,  and  H.  C.  Sauvain, 
America’s  Experience  as  a  Creditor  Nation  (New  York,  Pren¬ 
tice-Hall,  1937),  table  9,  p.  76. 

14.  See  Lewis,  America’s  Sta/^f.  cited,  table  5,  p.  652. 
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over  one-half  of  the  total  of  German  dollar  loans 
was  placed  by  government  controlled  or  guaranteed 
corporations  and  private  corporations.  Next  to  Ger¬ 
many,  France,  Belgium  and  Italy  were  large  bor¬ 
rowers  in  that  order.  The  Scandinavian  countries 
also  borrowed  heavily;  on  the  other  hand,  the 
Balkan  nations  borrowed  only  small  amounts.  Brit¬ 
ain,  although  weakened  economically  by  the  war, 
borrowed  a  little  over  $53  million,  this  amount 
representing  dollar  bonds  issued  by  private  cor¬ 
porations. 

WERE  U.S.  LOANS  WISELY  USED  ? 

An  adequate  appraisal  of  the  soundness  of  the 
large  dollar  loans  to  Europe  would  require  a  de¬ 
tailed  analysis  of  each  bond  issue.  In  general,  it  can 
be  said  that  the  loans  were  contracted  for  a  wide 
range  of  purposes — residential  and  sanitation  pro¬ 
jects,  harbor  construction,  public  utilities,  indus¬ 
trial  equipment  and,  in  some  instances,  to  cover 
budget  deficits.*^  Most  of  these  loans,  moreover, 
were  undoubtedly  used  in  such  a  manner  as  to 
provide  a  revenue  measured,  however,  in  the  cur¬ 
rency  of  the  debtor  country;  and  to  that  extent  it 
can  be  said  that  the  borrowers  used  the  loans  “pro¬ 
ductively.”  But  loans  placed  abroad  must  be  serv¬ 
iced  not  in  local  currency  but  in  currency  of  the 
lending  nation.  Strictly  speaking,  therefore,  the 
proceeds  of  foreign  loans  are  used  productively 
only  when  they  contribute — directly  or  indirectly 
— to  improve  in  the  long  run  the  balance  of  pay¬ 
ments  position  of  the  borrowing  country.  By  stead¬ 
ily  borrowing,  a  country  can  meet  service  charges 
on  its  existing  foreign  debts;  but  once  the  flow  of 
funds  from  abroad  slows  down  and  then  stops,  as 
happened  when  foreign  dollar  loans  declined  after 
1928,  the  capacity  of  the  debtor  to  meet  the  transfer 
problem  is  severely  tested.  Defaults  on  service 
charges  cannot  then  for  long  be  avoided,  unless  in 
the  previous  period  a  favorable  balance  of  payments 
has  been  developed. 

Of  the  various  borrowers  during  the  interwar 
years,  Germany  certainly  borrowed  beyond  its  capa¬ 
city  to  repay.  Prospectuses  of  several  German  dol¬ 
lar  bond  issues  were  grossly  misleading;  and  ac¬ 
cording  to  one  writer,  “if  one  were  to  judge  the 
German  national  wealth  from  some  of  the  pros¬ 
pectuses,  one  would  come  to  incredible  totals.”’^ 
In  1926  the  Agent-General  of  Reparations  called 

15.  Lewis,  America’s  Stal^e,  cited,  p.  376;  sec  also,  R.  R. 
Kuezynski,  American  Loans  to  Germany  (New  York,  Mac¬ 
millan,  1927),  100  ff;  and  Max  Winkler,  Foreign  Bonds:  An 
Autopsy  (Philadelphia,  Swain,  1933). 

16.  Kuezynski,  American  Loans  to  Germany,  cited,  p.  77.  Sec 
also.  Institute  of  International  Affairs,  The  Problem  of  Inter¬ 
national  Investment  (New  York,  Oxford  University  Press, 
1937).  P-  235- 
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attention  to  the  inordinate  German  dollar  loans. 
Warnings  were  also  sounded  in  the  United  States, 
but  these  went  unheeded  until  1928.  Moreover,  the 
fact  that  Germany  was  obligated  to  pay  abroad 
sizeable  sums  as  reparations  does  not  appear  to 
have  been  given  sufficient  weight  by  Americans 
who  bought  German  dollar  bonds.  Indirectly,  how¬ 
ever,  the  dollar  loans  were  an  important  factor  in 
Germany’s  ability  to  pay  reparations;  but  in  that 
respect  the  loans  served  to  cloak  the  otherwise  un¬ 
tenable  economic  position  of  Germany  in  the 
world  economy.  Similarly,  the  large  outflow  of  cap¬ 
ital  from  the  United  States  eased  the  burden  on 
those  countries — Britain  and  France,  particularly — 
which  owed  large  war  debts  to  this  government. 
The  benefits  to  these  debtors,  however,  accrued 
indirectly  through  the  larger  amount  of  dollar  ex¬ 
change  obtained  by  other  borrowing  countries;  for 
Britain,  France,  Switzerland,  and  the  Netherlands 
during  the  period  1925-29  actually  repaid  on  pri¬ 
vate  account  more  than  they  borrowed,  reducing 
their  private  debts  to  the  United  States  by  $364.7 
million.  France  and  Britain  continued  to  reduce 
their  private  debts  during  the  six  years  of  depres¬ 
sion  beginning  in  1930.  Germany  and  Italy  also 
effected  a  net  reduction  of  their  American  debts 
during  the  same  period  in  the  amount  of  $266.1 
million.*^ 

ECONOMIC  COLLAPSE  AND  ERA 
OF  DEFAULTS 

In  the  interwar  period  the  maintenance  of  inter¬ 
national  balance  came  to  depend  largely  on  a  con¬ 
tinued  outflow  of  American  capital,  and  a  highly 
unstable  situation  inevitably  resulted.*®  A  funda¬ 
mental  weakness  of  the  period  was  the  failure  of 
American  imports  to  expand  in  a  degree  commen¬ 
surate  with  our  new  status  as  a  creditor  nation. 
Immediately  following  the  war,  this  adjustment 
was  certainly  not  feasible,  since  Europe  was  in  dire 
need  of  supplies  and  credits  and  was  unable  to  ex¬ 
pand  its  exports  quickly.  In  subsequent  years,  how¬ 
ever,  Europe  had  the  capacity  to  export;  but  the 
United  States  pursued  a  policy  of  increased  tariff 
protection.  In  its  merchandise  balance  with  the 
United  States,  Europe  invariably  had  a  deficit.  The 
deficit  in  1928  was  $890  million.  Immigrant  re¬ 
mittances,  tourist  outlays,  and  other  “invisible  out¬ 
lays”  served  to  bridge  the  gap  in  payments;  but  the 
most  important  balancing  factor  was  the  amount  of 
dollars  which  our  net  investments  supplied.*^  This 
net  outflow  of  capital  enabled  Europe  to  meet  serv- 

17.  Lewis,  America’s  Static,  cited,  p.  394. 

18.  The  United  States  in  the  World  Economy,  cited,  p.  162. 
>9-  Antonin  Basch,  A  Price  for  Peace  (New  York,  Columbia 
University  Press,  1945),  p.  13. 


ice  charges  on  debts  due  the  United  States;  with¬ 
out  these  dollars  the  choice  was  either  to  buy  less 
of  American  goods  or  to  default  on  service 
charges.^”  In  effect,  “the  supplying  of  dollars 
through  new  loans  and  other  investments  abroad 
prevented,  or  rather  postponed  and  ultimately  in¬ 
tensified,  a  rather  large  and  perhaps  painful  re¬ 
adjustment,  which  otherwise  would  have  had  to  be 
made  in  both  the  international  transactions  and  in¬ 
ternal  economy  of  the  United  States.”^*  The  de¬ 
cline  that  began  in  1928  in  our  net  loans  to  Euro¬ 
pean  countries  subjected  their  economies  to  serious 
pressure. 

Collapse  of  the  stock  market  in  October  1929, 
and  the  subsequent  downturn  in  business  did  not 
immediately  end  the  flow  of  dollar  loans  to  Europe. 
Loans  to  Europe  increased  slightly  in  the  early 
months  of  1930,  but  the  net  outflow  soon  ceased. 
American  imports,  which  were  $4.4  billion  in  1929, 
dropped  to  $3.1  billion  in  1930  and  to  $2.1  billion 
in  1931.  The  Tariff  Act  of  1930  contributed  to  the 
later  decline;  more  important,  however,  was  the 
rapid  fall  in  our  national  income  as  the  depression 
deepened.^^'^^  Decline  in  the  value  of  our  imports 
made  debt  service  an  almost  unbearable  burden 
for  Europe,  especially  so  since  the  supply  of  dol¬ 
lars  as  a  result  of  new  loans  by  the  United  States 
was  virtually  nil  after  1931. 

The  latent  disequilibrium  in  the  world  economy, 
which  assumed  distressing  reality  once  the  United 
States  ceased  to  be  a  net  exporter  of  capital,  was 
not  entirely  ascribable  to  defects  in  our  foreign 
economic  policy,  although  admittedly  these  defects 
had  crucial  importance.  In  an  adequate  appraisal 
of  the  interwar  period  it  must  be  noted  that  Europe 
failed  to  adjust  to  “changes  in  the  world  economy 
already  in  progress  before  the  first  World  War.”^^ 
The  expectation  in  1919  that  the  pre-1914  order 
could  be  restored  was  not  well  founded.  Recovery 
after  the  war  was  not  only  slow — League  of  Nations 
indices  of  production  in  certain  European  coun¬ 
tries  indicate  that  recovery  did  not  take  place 
until  1925^’ — but  the  world  in  fact  did  not  achieve 
economic  balance  in  the  postwar  period.^^  The 

20.  Sec  Randall  Hinshaw,  “Foreign  Investment  and  American 
Employment,”  Proceedings  of  the  American  Economic  Associa¬ 
tion,  May  1946,  p.  664. 

21.  The  United  States  in  the  World  Economy,  cited,  p.  156. 
22-23.  See  Basch,  A  Price  for  Peace,  cited,  p.  184. 

24.  I  hid.,  p.  16. 

25.  See  Norman  S.  Buchanan,  International  Investment  and 
Domestic  Welfare  (New  York,  Henry  Holt,  1945),  p.  54. 

26.  Alvin  H.  Hansen,  Economic  Stabilization  in  an  Unbal¬ 
anced  World  (New  York,  Harcourt,  Brace,  1932),  Chapter  I; 
sec  also,  L.  Albert  Hahn,  “Capital  Is  Made  at  Home,”  Social 
Research  (New  York),  May  1944,  p.  254;  and  H.  Feis,  “For¬ 
eign  Investment  in  a  Postwar  World,”  Fortune,  July  1942, 
p.  1 14. 
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World  Economic  Conference  of  1927  failed  to  solve 
the  problem  of  increasing  restrictions  on  trade; 
similar  efforts  by  the  League  broke  down  after 
1930.  Many  European  nations  desperately  attempt¬ 
ed  to  achieve  some  semblance  of  balance  within, 
relying  on  our  loans  for  assistance,  but  these  ef¬ 
forts  proved  largely  abortive.  Industrial  countries 
with  excess  capacity  and  increasing  unemployment 
took  measures  to  support  their  high-cost  agricul¬ 
ture.  Agricultural  nations,  plagued  by  overproduc¬ 
tion  and  declining  prices,  sought  to  achieve  a  bal¬ 
anced  economy  by  developing  uneconomic  manu¬ 
factures.’^  Moreover,  political  insecurity  character¬ 
ized  the  entire  period,  accentuating  nationalistic 
economic  tendencies. 

For  a  number  of  reasons,  after  1930  the  eco¬ 
nomic  situation  in  several  European  countries  de¬ 
teriorated  rapidly.  The  value  of  exports  declined, 
and  at  the  same  time  foreign  competition  in  home 
markets  increased.  Many  countries,  particularly 
those  in  Central  Europe,  experienced  a  growing 
adverse  balance  of  payments.  The  withdrawal  of 
foreign  credit  balances  caused  a  drain  on  monetary- 
gold  reserves.  No  longer  receiving  fresh  dollar 
loans,  European  debtor  nations  were  hard  pressed 
to  meet  service  charges  on  their  external  obliga¬ 
tions.  Engulfed  in  a  financial  crisis  in  1931,  these 
countries  had  perforce  to  adopt  drastic  methods  to 
overcome  their  foreign  exchange  difficulties;  the 
result  was  widespread  recourse  to  exchange  control 
and  standstill  agreements  arranged  by  bankers. 
Countries  in  a  stronger  position,  notably  France, 
instituted  a  system  of  import  quotas  to  limit  the 
increasing  inflow  of  goods  at  falling  prices.^*  Out¬ 
side  Europe  there  was  a  similar  rapid  development 
of  trade  restraints. 

Until  the  first  of  January  1932,  however,  debtor 
countries  of  Europe  succeeded  in  meeting  service 
charges  on  dollar  loans.  But  by  that  time  the  bur¬ 
den  had  become  unbearable  for  many  debtors.  On 
the  first  day  of  the  year,  the  Hungarian  govern¬ 
ment  announced  a  moratorium  on  the  transfer  of 
funds  for  payment  of  service  on  foreign  loans. 
Shortly  afterwards,  Greece  and  Bulgaria  decreed 
the  payment  of  interest  in  local  currency  rather 
than  that  of  the  creditor  country.  Yugoslavia  de¬ 
faulted  on  two  bond  issues  sold  in  the  United 
States;  and  Germany  refused  to  permit  transfer  of 
funds  to  repay  several  external  loans  which  had 
matured.  Germany  continued  to  meet  interest  pay¬ 
ments  on  all  loans;  but  in  1933,  with  the  Nazis 

27.  Commercial  Policy  in  the  Postwar  World,  cited,  p.  24. 
See  also  Gerhard  Schacher,  Central  Europe  and  the  Western 
World  (London,  Allen  and  Unwin,  1936),  pp.  163  fT. 

28.  Sec  Frank  Arnold  Haight,  A  History  of  French  Commer¬ 
cial  Policies  (New  York,  Macmillan,  1941),  pp.  142-3. 
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in  office,  German  dollar  bonds  went  into  complete 
default.  Other  countries  had  a  better  record;  Fin¬ 
land,  France,  Czechoslovakia,  and  the  Scandina¬ 
vian  nations  met  their  obligations  in  full.  Thus 
by  the  end  of  1935,  51  per  cent  of  European  dollar 
bonds  were  in  default;  of  this  amount  Germany  ac¬ 
counted  for  72  per  cent.^^ 

PRESENT  STATUS  OF  DOLLAR  LOANS  TO  EUROPE 

As  of  December  31,  1945,  out  of  a  total  of 
551,417,000,000  European  dollar  bonds  outstanding, 
$1,166,800,000  were  in  default  as  to  interest.  These 
European  bonds  constituted  51.2  per  cent  of  all 
foreign  dollar  bonds  in  default;  Latin  America 
came  next,  accounting  for  32.6  per  cent  of  all  de¬ 
faults.  German  bonds,  all  of  which  were  in  default, 
constituted  57  per  cent  of  total  European  defaults. 
France,  Finland,  the  Irish  Free  State,  Norway  and 
Denmark  were  all  paying  in  full.  Several  countries 
had  no  foreign  dollar  bonds  outstanding;  included 
in  this  group  were  Britain,  Sweden,  the  Nether¬ 
lands,  Switzerland,  Spain  and  Portugal.  France,  it 
should  be  noted,  had  succeeded  in  repatriating  (at 
face  value  or  better)  92  per  cent  of  its  dollar  bonds.^° 

U.S.  DIRECT  INVESTMENTS  IN  EUROPE 

Our  direct  investments  are  usually  defined  as 
comprising  “all  foreign  enterprises  controlled  by 
American  corporations  or  individuals  or  in  the 
management  of  which  Americans  have  an  impor¬ 
tant  voice.”^*'^^  These  enterprises  are  generally  ad¬ 
juncts  to  the  domestic  business  of  the  owning  or 
controlling  American  company,  and  quite  often 
are  financed  directly  by  the  company  concerned, 
without  recourse  to  the  capital  market. 

American  industry  abroad — direct  investments— 
increased  greatly  after  World  War  I;  but  the  move¬ 
ment  was  not  new,  for  we  had  been  making  such 
investments  in  Europe  for  several  decades  before 
the  war.  Foreign  sales  agencies  and,  indeed,  branch 
factories  date  back  to  the  i86o’s.^^  By  1914  our 
direct  investments  in  Europe  amounted  to  more 
than  $575  million.^'*  In  1919  the  amount  so  in- 

29.  Sec  Madden,  America’s  Experience  as  a  Creditor  Nation, 
cited,  p.  125.  Of  the  total  of  Latin  American  dollar  bunds  out¬ 
standing,  80  per  cent  were  in  default  at  the  end  of  1935. 

30.  The  statistics  in  the  above  paragraph  arc  from  the  Insti¬ 
tute  of  International  Finance  of  New  York  University,  “Statis¬ 
tical  Analysis  of  Publicly  Offered  Foreign  Dollar  Bonds,” 
Bulletin  No.  144  (June  17,  1946).  Sec  also.  Report  of  the  For¬ 
eign  Bondholders  Protective  Council,  Inc.,  for  years  1941 
through  1944  (New  York,  1945),  p.  804.  Belgium  is  included 
in  the  countries  in  default;  however,  the  national  government 
was  paying  interest  in  full,  only  Belgian  municipal  dollar  bonds 
being  in  default  on  interest. 
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vested  has  been  estimated  at  $694  million;  by  1929, 
direct  investments  in  Europe  had  increased  consid¬ 
erably  and  amounted  to  $1,340  million.^’  The  De¬ 
partment  of  Commerce,  which  made  an  elaborate 
study  of  United  States  direct  investments  in  for- 
fi  eign  countries  for  the  year  1940,  estimated  that 
f  such  investments  in  Europe  in  1940  were  approxi¬ 
mately  $1.42  billion;  of  this  amount,  about  $540 
million  was  invested  in  the  United  Kingdom,  a 
little  over  $349  million  in  Germany,  and  about 
$117  million  in  France,  the  remainder  being  scat¬ 
tered  among  other  countries.^^  During  the  years 
I  immediately  prior  to  1940  new  investments  and  re¬ 
investment  of  earnings  were  largely  offset  by  sales 
and  the  depreciation  of  foreign  currencies  in  terms 
of  which  these  investments  were  expressed.^^  '*^ 

WARTIME  STATUS  OF  DIRECT  INVESTMENTS 

American  corporations  with  operating  subsidi¬ 
aries  in  Europe  experienced  a  slackening  in  the 
transmission  of  information  concerning  their  prop¬ 
erties  as  early  as  1939;  after  December  7,  1941  infor¬ 
mation  from  German  occupied  territories  was  al¬ 
most  entirely  cut  off.  In  anticipation  of  the  coming 
of  war,  some  companies  attempted  to  sell  their 
t  European  properties.  Thus,  the  International  Tele- 
^  phone  and  Telegraph  Corp.  sold  its  operating 
I  property  in  Ruiriania  to  the  government  of  that 
f  country,  receiving  $13.8  million  in  cash."*®  Trans¬ 
it  actions  such  as  this,  however,  were  the  exception 
[  rather  than  the  rule.  Most  corporations,  anticipat- 
i  ing  substantial  losses  on  their  direct  investments 
E  in  Europe,  began  to  set  up  reserve  funds  in  1939 
I  and  1940  to  cover  losses.  The  International  Har¬ 
vester  Corp.,  for  example,  had  a  reserve  of  $20.2 
"  million  as  of  October  31,  1939;  European  assets  of 
[  the  company  at  that  time  were  $16.7  million.'*^ 
[  The  Wool  worth  Company  had  an  investment  in 
)  Germany  of  $11.4  million  (by  book  value),  against 
E  which  a  reserve  of  $6  million  was  set  up  on  Decem- 
P  ber  31,  1939.’°  General  Motors  Corporation,  which 

[  35.  Ihid.  Sec  also,  ^rank  A.  Southard,  Jr.,  American  Industry 

in  Europe  (Boston,  Houghton  Mifflin,  1931);  and  American 
Branch  Factories  Abroad,  Senate  Document  No.  258  (Washing¬ 
ton,  Government  Printing  Office,  1931). 

!  36.  U.S.  Department  of  Commerce,  Economic  Series,  No.  20, 

f  American  Direct  Investments  in  Foreign  Countries,  1940  (Wash¬ 
ington,  Government  Printing  Office,  1942),  p.  4.  American 
direct  investments  in  Europe  were  20  per  cent  of  all  our  direct 
investments. 

37-47.  It  is  estimated  that  between  1937  and  1940  earnings  ac¬ 
cumulated  by  Europcar  subsidiaries  amounted  to  $387  million. 
Ibid.,  p.  6. 

48.  See  Annual  Report  of  the  International  Telephone  and 
Telegraph  Corp.  for  1941,  p.  13. 

49.  See  Annual  Retfort  of  the  International  Harvester  Corpora¬ 
tion,  for  1939. 

50.  See  Annual  Report  of  the  F.  W.  Woolworth  Company,  for 
‘939-  After  December  7,  1941  this  investment  was  written  down 
to  one  dollar.  Arnual  Report  for  1941. 


had  approximately  $56  million  invested  in  Europe, 
set  up  a  reserve  beginning  in  1939,  writing  off  its 
investments  in  1942.^* 

In  the  Revenue  Act  of  1942  (Congress  took  cog¬ 
nizance  of  war  losses  of  American  corporations. 
Section  156  of  the  Act  stipulating  that:  “Property 
within  any  country  at  war  with  the  United  States, 
or  within  an  area  under  the  control  of  any  such 
country  on  the  date  war  with  such  country  was  de¬ 
clared  by  the  United  States,  shall  be  deemed  to 
have  been  destroyed  or  seized  on  the  date  war 
with  such  country  was  declared  by  the  United 
States.”’^  These  losses  were  to  be  established  with¬ 
out  regard  to  any  future  recovery  values.  The  pro¬ 
visions  of  Section  156  were  made  effective  as  of 
December  31,  1940.  Annual  reports  of  corporations 
having  direct  investments  on  the  continent  reveal 
substantial  write-offs  after  1940,  these  amounts 
being  allowed  for  in  computation  of  income  and 
excess  profit  taxes. 

Complete  information  concerning  the  status  of 
our  direct  investments  in  Europe  is  not  yet  avail¬ 
able.  It  was  only  recently  that  the  State,  Treasury 
and  War  Departments  finally  agreed  to  an  arrange¬ 
ment  that  will  facilitate  the  entry  of  American 
businessmen  into  the  British  and  American  zones 
of  Germany  for  the  purpose  of  inspecting  enter¬ 
prises  in  which  the  United  States  interest  is  sub¬ 
stantial.^^  Some  businessmen  who  have  already 
been  in  the  United  States  zone  in  Germany,  ap¬ 
parently  on  official  government  business,  have  re¬ 
ported  that  damage  to  American  properties  has 
been  less  than  expected.’”*  ’^ 

Decisions  on  German  reparations  made  at  the 
Y aha  Conference  included  no  provision  for  exemp¬ 
tion  of  American-owned  property.  According  to 
an  official  announcement  of  January  6,  1946,  it 
was  “expected  that  wholly  German-owned  plants 
will  be  the  first  to  be  earmarked  for  removal  from 
Germany,  but  the  program  of  reparation  and  eco¬ 
nomic  disarmament  may  require  the  removal  of 
some  industrial  plants  wholly  or  partly  owned  by 
nationals  of  Allied  countries.”’^  (Claims  of  Amer¬ 
ican  firms  or  persons  arising  out  of  removal  of 
plants  on  reparation  account  will  be  settled  in  ac¬ 
cordance  with  such  legislation  as  Congress  may 
enact.'^’^‘  Needless  to  say,  the  problem  of  fixing 
fair  values  for  this  property  will  be  a  knotty  one. 

51.  See  Annual  Report  of  the  General  Motors  Corporation,  for 
1940  and  1942.  The  Corporation  wrote  off  $46.9  million,  of 
which  $34.8  million  comprised  its  investment  in  Adam  Opel, 
A.G. 

52.  Public  Law  No.  753,  77th  Congress,  Chapt.  619. 

53.  See  New  York.  Times,  June  30,  1946. 

54'55-  Ihid.,  April  20,  1946. 

56.  Department  of  Commerce,,  Office  of  International  Trade, 
Press  Release  of  January  6,  1946. 
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The  status  of  American  direct  investments  in 
Italy,  Austria,  Rumania  and  Hungary  is  somewhat 
clearer.  In  Austria,  Hungary  and  Rumania,  how¬ 
ever,  American  oil  companies  have  large  property 
interests  which  Russian  occupation  authorities  have 
taken  over  and  operated.  But  even  should  Amer¬ 
ican  oil  properties  in  Russian-occupied  territories  be 
returned  to  their  owners,  the  future  of  these  invest¬ 
ments  appears  highly  unfavorable  in  the  light  of 
certain  recent  developments.  This  is  because  the 
Russians  have  pursued  a  policy  of  setting  up  a  com¬ 
pany  in  which  they  consolidate  all  German  oil 
assets  claimed  as  reparations,  and  then  sell  petro¬ 
leum  at  prices  American  interests  cannot  meet. 
Russia  is  reported  to  be  working  out  this  arrange¬ 
ment  in  Austria,  Rumania  and  Hungary,  inducing 
the  government  of  the  country  concerned  to  par¬ 
ticipate  in  the  enterprise.^^'^’  This  device  could  con¬ 
ceivably  subject  American  operators  to  ruinous 
losses,  perhaps  forcing  sale  of  the  properties  to  the 
government  enterprise. 

Elsewhere  in  the  Russian  sphere  of  influence, 
nationalization  of  private  industry  is  proceeding 
rapidly.  In  Britain  the  Labor  government  is  com¬ 
mitted  to  a  program  of  “selective  nationalisation”;^ 
however,  the  status  of  American  direct  investments 
is  not  likely  to  be  changed.  In  France,  Belgium, 
Italy  and  the  Netherlands,  our  direct  investments 
have  suffered  war  damage  in  varying  degrees,  but 
the  properties  remain  in  the  hands  of  their  Amer¬ 
ican  owners. 

DEARTH  OF  REAL  CAPITAL  IN  EUROPE 

Europe  today  is  experiencing  an  acute  shortage 
of  both  fixed  and  working  capital — the  inevitable 
result  of  a  total  war  during  which  wealth  was  de¬ 
stroyed  on  an  unparalleled  scale.  The  Nazi  war¬ 
lords,  having  overrun  the  Continent,  sought  to 
convert  its  economic  resources  to  the  single  pur¬ 
pose  of  strengthening  their  military  machine.  All 
resources  were  made  tributary  to  Germany,  which 
became  in  effect  a  giant  octupus  whose  tentacles 
extended  in  every  direction.  Workers  and  capital 
were  moved  about  with  brutal  thoroughness.  Real 
capital — machinery  and  materials — was  taken  from 
the  occupied  countries  in  large  quantities;  addi¬ 
tional  losses  were  registered  as  a  result  of  direct 
war  damage. 

Although  much  of  Europe’s  real  capital  remains, 
its  effectiveness  has  been  reduced,  since  modern 

62-65.  Sec  New  Yorl(  Times,  April  9,  May  29,  1946.  See  also, 
Eighth  Report  of  the  House  (Colwell)  Special  Committee  on 
Postwar  Economic  Policy  and  Planning,  Part  II,  79th  Cong.,  2d 
Scss.,  House  Report  No.  1527  (Washington,  Government  Print¬ 
ing  Office),  pp.  43,  49. 

66.  Sec  G.  S.  McClellan,  “A  New  Britain  Under  Labor?” 
Foreign  Policy  Reports,  November  15,  1945. 


economic  systems  are  highly  integrated,  damage  to 
parts  affecting  productivity  of  the  whole.^^  This  is 
particularly  true  with  respect  to  coal  and  transpor¬ 
tation,  which  today  are  crucial  factors  in  European 
economic  recovery.  In  short,  Europe  faces  a  stu¬ 
pendous  task  of  rehabilitation  and  reconstruction; 
an  important  index  of  its  success  will  be  the  speed 
with  which  real  capital  is  replaced. 

Replenishment  of  real  capital  must  and  will  come 
largely  as  a  result  of  the  use  of  local,  basic  re¬ 
sources.  Real  capital  formation — rebuilding  rail¬ 
roads,  highways,  housing,  factory  buildings — is  fun¬ 
damentally  a  domestic  process.  Local  labor  and 
material  must  perforce  be  the  basis  on  which  Euro¬ 
pean  recovery  will  rest.*’®  But  for  a  number  of 
reasons,  production  is  recovering  slowly.  Consumer 
expenditures,  on  the  other  hand,  are  high,  keeping 
the  volume  of  real  saving  at  a  low  level.  Yet  with¬ 
out  new  capital  made  possible  through  saving,  pro¬ 
ductivity  cannot  rise  much.  Exports  in  turn  arc 
expanded  only  with  great  difficulty;  a  large  expan¬ 
sion  is  required,  however,  to  overcome  balance  of 
payments  difficulties.  The  processes  of  saving  and 
investment  must  be  restored  on  a  larger  scale;  but 
this  requires  a  larger  national  output.^^ 

Without  foreign  assistance,  Europe  can  achieve 
economic  recovery;  but  it  must  do  so  by  self- 
financing,  and  this  will  require  a  longer  period  of 
time.  If  Europe  must  rely  almost  entirely  on  self¬ 
financing  to  break  the  deadlock,  there  will  be  only 
slight  interest  in  a  return  to  a  truly  international 
economic  system;  instead,  all  the  devices  of  state 
control  and  bilateralism  will  be  applied.^® 

AMERICAN  CAPITAL  ASSISTANCE 
TO  EUROPE 

The  dollar  scarcity  that  plagued  Europe  after 
1930,  when  our  loans  were  no  longer  forthcom¬ 
ing,  is  today  as  real  as  ever.  There  is  this  difference 
however — the  dollar  balances  of  Europe  are  fairly 
large  and  can  be  used  in  part  to  finance  some  of 

67.  Buchanan,  International  Investment,  oited,  pp.  49-50.  For 
an  excellent  survey  of  the  economic  aftermath  of  the  war  in 
Europte,  see  Nehemiah  Robinson,  "Problems  of  European  Re¬ 
construction,"  Quarterly  fournal  of  Economics,  November  1945, 
PP-  >'55;  see  also,  “European  Recoverj',"  Proceedings  of  the 
Academy  of  Political  Science,  ed.  by  J.  A.  Krout,  January 
1946;  Bruno  Foa,  "Economic  Trends  in  Liberated  Europe," 
Foreign  Policy  Reports,  June  15,  1945. 

68.  Buchanan,  International  Investment,  cited,  pp.  64  and 
passim. 

69.  See  J.  J.  Polak,  "Balance  of  Payments  Problems  of  Coun¬ 
tries  Reconstructing  with  the  Help  of  Foreign  Loans,”  Quarterly 
fournal  of  Economics,  February  1943,  p.  -tio. 

70.  See  C.  P.  Kindleberger,  “Planning  for  Foreign  Invest¬ 
ment,”  Proceedings  of  the  American  Economic  Association, 
March  1943,  p.  350;  E.  M.  Bernstein,  “Moretary  Stabilization: 
The  United  Nations  Program,”  in  Economic  Reconstruction, 
Seymour  E.  Harris,  editor  (New  York,  McGraw-Hill,  1945), 
p.  346. 
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the  imports  that  are  needed  from  the  United 
States/*-’^ 

Further  additions  to  the  supply  of  dollars  must, 
pending  a  resumption  of  private  investment  abroad, 
be  made  available  though  governmental  loans.  It 
was  in  anticipation  of  this  need  that  the  Interna¬ 
tional  Bank  for  Reconstruction  and  Development 
was  organized.^^  The  present  members  of  the  Bank 
are  to  subscribe  to  its  capital  the  sum  of  $7,670 
million,  of  which  the  United  States’  share  is  $3,175 
million.  Under  its  charter  the  Bank  is  authorized 
to  lend  directly  $1,534  million;  the  remainder  of 
the  capital  is  to  serve  as  a  reserve  to  be  called  only 
if  needed  to  meet  obligations  of  the  Bank  incurred 
as  a  result  of  its  guarantees  or  borrowings.  The 
Bank  can  therefore  make  dollar  loans  on  a  large 
scale,  using  the  United  States  subscription,  as  well 
as  dollars  obtained  here  through  the  issuance  of 
the  Bank’s  securities  with  the  permission  of  the 
United  States.  Similarly,  the  Bank  may  guarantee 
dollar  loans  floated  in  this  country.  These  security 
transactions  will,  in  fact,  provide  most  of  the  funds 
the  Bank  will  lend.^'*  It  is  probable,  therefore,  that 
the  Bank  will  be  the  largest  borrower — apart  from 
the  United  States  government — ever  to  enter  the 
American  capital  market.^’ 

Securities  issued  by  the  Bank  and  bonds  guaran¬ 
teed  by  it  will  be  purchased  by  individuals,  insur¬ 
ance  companies,  savings  banks,  etc.  But  before  in¬ 
stitutional  buyers  can  purchase  these  securities,  in¬ 
terpretations  and  amendments  of  existing  “legal 
lists”  will  be  required.’^  The  New  York  State 
Legislature  recently  led  the  way  by  making  the 
Bank’s  securities  eligible  for  purchase  by  savings 
banks;  it  is  expected  that  other  states  will  do  like- 
wise.^^  If  the  Bank  pays  3  to  3V2  per  cent  interest, 
it  should  encounter  no  difficulty  in  selling  its  obli¬ 
gations.’®'^’  There  has  been  a  tremendous  increase 
in  the  volume  of  funds  seeking  suitable  investment 
outlets;  the  rate  of  return  on  investments  has  in 
the  meanwhile  declined. 

Until  the  International  Bank  begins  operating, 
dollar  credits  to  Europe  will  come,  as  after  the  last 
war,  largely  from  the  United  States  government. 
The  outstanding  example  of  such  a  transaction  is 
the  line  of  credit  to  the  United  Kingdom,  amount- 

71-72.  Sec  p.  140. 

73-  See  E.  L.  Dulles,  “Brctton  Woods  Monetary  Conference,” 
Foreign  Policy  Reports,  September  i,  1944. 

74-  See  Federal  Reserve  Bulletin,  April  1946,  p.  368. 

75*  H.  C.  Wallich,  ‘‘Financing  the  International  Bank,”  Har¬ 
vard  Business  Review,  Winter  1946,  p.  164. 

76.  Ihid.,  p.  166. 

77-  Federal  Reserve  Bulletin,  April  1946,  p.  368. 

78- 79.  Wallich,  “Financing  the  International  Bank,”  cited, 
P-  173- 


ing  to  $3,750  million,  which  Congress  approved  on 
July  13.  This,  however,  is  a  special  case;  other 
borrowers  will  not  be  similarly  assisted,  and  must 
apply  to  the  Export-Import  Bank  for  credits. 

The  Export-Import  Bank,  which  was  organized 
in  1934  by  Congress  to  finance  and  facilitate  Amer¬ 
ican  foreign  trade,  has  made  extensive  commit¬ 
ments  to  various  European  governments  since  the 
end  of  the  war.  As  of  May  31,  1946,  the  Bank  had 
authorized  commitments  totaling  $1,870  million, 
divided  as  follows: 

France  $1,200,000,000 

Netherlands  $300,000,000 

Belgium  $100,000,000 

Norway  $50,000,000 

Finland  $40,000,000 

Poland  $40,000,000  (inactive) 

Greece  $25,000,000 

Denmark  $20,000,000 

A  $95,000,000  cotton  credit  line  makes  up  the  bal¬ 
ance.  Of  the  total  commitments,  only  $169,000,000 
had  been  spent  by  the  end  of  March  1946.®°  The 
purpose  of  all  commitments  (lines  of  credit)  to 
European  countries  is  to  permit  purchase  of  equip¬ 
ment,  food  and  supplies  from  the  United  States; 
and  since  the  dollars  made  available  cannot  be 
used  elsewhere,  these  commitments  are  in  effect 
“tied-loans.”®*  These  credit  commitments,  more¬ 
over,  are  closely  linked  to  the  foreign  policy  of 
this  country.  An  example  of  this  was  the  recent 
$40  million  commitment  to  Poland,  which  was 
made  on  the  condition  that  Poland  meet  certain 
requirements,  including  the  holding  of  free  elec¬ 
tions.  This  credit,  however,  was  shortly  afterwards 
cancelled  at  the  instance  of  the  State  Department, 
which  stated  that  the  political  terms  of  the  credit 
were  not  being  complied  with.®’ 

In  addition  to  Export-Import  Bank  lines  of 
credit,  certain  European  countries  have  also  re¬ 
ceived  additional  substantial  dollar  credits  to  fi¬ 
nance  purchase  of  lend-lease  goods  contracted  for 
earlier  and  surplus  war  goods  remaining  in  Europe. 
Thus,  Britain  was  given  credits  totaling  $650  mil¬ 
lion  for  these  purposes;  France  received  the  sum  of 
$720  million.  Poland  recently  was  given  a  $50  mil¬ 
lion  credit  to  buy  surplus  American  army  equip¬ 
ment,  and  other  countries  have  received  similar 
credits. 

In  its  review  of  the  foreign  lending  policies  of 

80.  These  data  are  from  The  Monthly  Review,  Federal  Reserve 
Bank  of  New  York,  June  1946,  pp.  54-55. 

81.  See  First  Semiannual  Report  to  Congress,  for  the  period 
july-December,  1943,  of  the  Export-Import  Bank^  of  Washing¬ 
ton,  p.  18.  See  also,  Export-Import  Bank  of  Washington,  Gen¬ 
eral  Policy  Statement,  p.  7. 

82.  See  Hew  Tork^  Times,  April  25,  May  it,  1946.  See  also, 
remarks  of  Senators  Barkley  and  Vandenberg,  in  Congressional 
Record,  April  17,  1946,  pp.  3916-18. 
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the  United  States  government,  the  National  Ad¬ 
visory  Council  on  International  Monetary  and  Fi¬ 
nancial  Problems,  an  agency  created  by  Congress 
in  the  Bretton  Woods  Agreements  Act,  declared 
that,  pending  operations  by  the  International  Bank, 
the  American  government  could  meet  only  a  small 
proportion  of  the  dollar  needs  of  foreign  countries 
for  reconstruction  and  development.  Considering 
all  the  factors  involved,  the  Council  recommended 
that  Export-Import  Bank  funds  be  increased  by 
$1,125,000,000;  this  would  make  the  total  lending 
power  of  the  Bank  $4,625,000,000,  which  in  the 
Council’s  opinion  would  meet  the  most  urgent 
needs  until  July  1947.®^  ®'*  Thereafter,  borrowers  in 
Europe  and  elsewhere  must  rely  on  the  Interna¬ 
tional  Bank  and  private  capital  markets. 

RESUMPTION  OF  PRIVATE  DOLLAR  LOANS 

Already  there  are  indications  that  private  lending 
is  being  revived.  On  July  10  a  syndicate  of  Amer¬ 
ican  investment  bankers  confirmed  reports  that  ar¬ 
rangements  for  a  $50,000,000  bond  issue  to  be  float¬ 
ed  by  the  Netherlands  government  were  nearing 
completion.  This  loan  is  to  bear  3*/2  per  cent  in¬ 
terest  and  will  have  a  term  of  25  years.®'  Earlier  it 
had  been  announced  that  certain  commercial  banks 
in  the  United  States  had  taken  up  one-half  of  the 
$200  million  Export-Import  Bank  short-term  com¬ 
mitment  to  the  Netherlands.  The  forthcoming 
Netherlands  dollar  bond  issue,  however,  marks 
the  first  European  borrowing  in  the  private  Amer¬ 
ican  market  since  February  1937,  when  the  $29,- 
000,000,  Kingdom  of  Norway  4s  of  1963  were  sold 
here.  According  to  informed  observers,  the  Dutch 
loan  will  be  the  test  of  the  probable  fate  of  more 
than  $250,000,000  of  other  pending  foreign  govern¬ 
ment  dollar  loans.  These  latter  are  mostly  refund¬ 
ings,  and  are  now  being  negotiated  with  Norway, 
Denmark,  Australia  and  Belgium.  Moreover,  the 
fate  of  the  pending  Netherlands  issue  is  also  tied 
to  negotiations  involving  a  private  loan  of  more 
than  $10  million  to  the  KLM  Royal  Dutch  Air¬ 
lines,  a  commercial  subsidiary  of  the  Dutch  gov¬ 
ernment.®*' 

In  short,  therefore,  it  appears  that  the  capital 
famine  in  Europe  and  the  capital  glut  in  the 
United  States  are  tending  inexorably  to  bring  bor¬ 
rower  and  lender  together.  It  should  be  noted,  how¬ 
ever,  that  European  governments  now  being  men¬ 
tioned  as  early  borrowers  in  the  private  capital 
market  here  are  governments  whose  credit  status 

83-84.  Sec  “Policy  Statement  of  the  National  Advisory  Coun¬ 
cil”  (February  1946),  reprinted  in  Federal  Reserve  Bulletin, 
March  1946,  p.  228. 

85.  Sec  New  Yorl^  Times,  July  ii,  1946. 

86.  Ibid.,  June  30,  1946. 


has  always  been  strong.  Problems  confronting  in- 
vestment  bankers  in  restoring  privately-geared  in¬ 
ternational  finance  continue  to  be  most  perplexing. 

With  respect  to  those  European  countries  whose 
credit  status  is  not  so  favorable,  the  general  view 
is  that  private  lending  to  them  will  not  be  easily 
revived  on  a  large  scale,  otherwise  than  through 
the  agency  of  the  International  Bank.®^  Those  who 
subscribe  to  this  view  point  to  the  interwar  loans, 
so  many  of  which  went  into  default.  This  experi¬ 
ence,  they  contend,  will  make  Americans  reluctant 
to  buy  foreign  bonds.®®  Another  factor  cited  is  the 
likelihood  that  stable  and  orderly  internal  condi¬ 
tions  will  not  prevail  in  continental  Europe  for  a 
long  time  to  come.  But  others  contend  that  the 
interwar  loans  are  not  a  proper  guide  to  the  future, 
since  many  of  them  were  carelessly  made.  Professor 
Alvin  H.  Hansen  contends  that  foreign  lending 
can  be  controlled  in  such  a  manner  as  to  assure 
its  soundness,  and  believes  there  is  every  reason  to 
expect  foreign  lending  on  a  large  scale  in  the  next 
decade  or  two.®’  To  support  this  thesis,  he  and 
others  point  out  that  in  good  years,  with  national 
income  around  $140  billion  and  gross  savings  about 
$28  billion,  foreign  lending  will  be  an  important 
outlet  for  savings  not  invested  within  our  econ¬ 
omy.”  Our  export  capacity,  particularly  in  capital 
goods,  has  been  greatly  increased  during  the  war, 
and  will  therefore  require  larger  foreign  markets. 
But  these  markets  will  not  prove  adequate  unless 
more  dollars  are  made  available  to  foreign  bor¬ 
rowers  through  loans. 

Those  who  take  this  view  are  aware  of  the  fact 
that  if  our  loans  and  investments  abroad  are  in¬ 
creased,  we  should  not  overlook  the  transfer  prob¬ 
lem  involved  in  repayments;  they  therefore  point 
out  that  we  must  reduce  our  tariff  and  expand 
imports.  It  is  asserted  that  the  readjustment  in¬ 
volved  would  not  be  too  disturbing  to  the  Amer¬ 
ican  economy.’* 
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87.  See  Upgren,  “International  Capital  Financing,”  cited,  p. 

363- 


88.  It  should  be  noted  that  the  Johnson  Act  of  1934  prohibits 
any  nation  in  default  on  debts  due  the  United  States  govern-  l 

ment  from  publicly  floating  loans  here;  however,  section  9  of  P 

the  Bretton  Woods  Agreements  Act  specifically  exempts  from  \ 

the  provisions  of  the  Johnson  Act  any  country  which  is  a  mem-  ! 

ber  both  of  the  International  Monetary  Fund  and  of  the  Inter-  ' 

national  Bank.  f 


89.  Hansen,  America’s  Role  in  the  World  Economy  (New 
York,  Norton,  1946),  pp.  158-59;  see  also,  Feis,  “Foreign  In¬ 
vestment  in  a  Postwar  World,”  cited,  p.  116;  and  Eugene  Staley, 
World  Economic  Development  (Montreal,  International  Labour 
Office,  1944),  Chapter  i. 

90.  Hansen,  America's  Role,  cited,  pp.  159-60.  Even  should 
income  decline,  it  is  argued  that  investment  outlets  at  home 
will  not  always  be  adequate.  The  theory  underlying  Hansen’s 
thesis  is  not  new;  it  was  stated  as  early  as  1914  by  an  English 
writer,  C.  K.  Hobson,  in  his  The  Export  of  Capital. 

91.  See  W.  R.  Gardner,  “The  Future  International  Position  of 
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On  a  broad  survey  of  economic  prospects,  it  ' 
seems  most  unlikely  that  this  country  can  main-  ; 
tain  indefinitely  an  export  surplus  by  an  expanding  ( 
outflow  of  capital,  given  realistic  assumptions  as  to  1 
interest  and  amortization.  Such  a  surplus  is  pos¬ 
sible  only  by  lending  interest  as  well  as  principal, 
and  since  the  borrowers  must  pay  interest  not  only  ' 
on  the  principal  sums  but  also  on  the  interest  bor¬ 
rowed,  the  net  amount  loaned  annually  to  main¬ 
tain  a  given  export  surplus  must  increase  at  a 
compound  rate.  Thus,  according  to  calculations  re¬ 
cently  made  by  Randall  Hinshaw,  an  economist  of 
the  Board  of  Governors  of  the  Federal  Reserve  i 
System,  “if  it  is  desired  to  maintain,  through  for¬ 
eign  lending,  an  export  surplus  of  i  billion  dollars 
a  year,  and  if  the  funds  are  lent  at  an  interest  rate 
of  5  per  cent,  in  less  than  fifteen  years  it  is  neces¬ 
sary  to  lend,  net  of  amortization,  2  billion  dollars 
a  year  if  interest  on  all  obligations  is  to  be  trans¬ 
ferred.’”^^  Assuming,  further,  that  the  loan  is  to 
be  repaid  in  twenty  equal  installments,  then  the 
net  amount  that  must  be  loaned  to  maintain  a  bil¬ 
lion  dollar  export  surplus  is  greatly  increased.  At 
5  per  cent  interest,  allowance  for  repayment  re¬ 
quires  that  by  the  15th  year,  the  net  sum  of  $3.18 
billion  must  be  lent  annually.^^ 

Some  economists  who  have  studied  the  problem 
of  changing  the  American  balance  of  payments  by 
increasing  imports  to  enable  debtor  countries  to 
repay  are  of  the  opinion  that  this  cannot  be  easily 
accomplished.  It  is  not  merely  a  matter  of  adjust¬ 
ments  within  the  American  economy;  the  transi¬ 
tion  to  a  passive  balance  on  merchandise  account 
is  also  rendered  difficult  by  the  fact  that  the  pro¬ 
ductive  efficiency  of  American  industry  in  many 
lines  is  superior  to  that  of  the  foreign  producer.  In 
short,  the  exports  of  the  United  States  might  con¬ 
tinue  large  relative  to  its  imports,^'* 

If  it  is  unlikely  that  the  United  States  will  de- 

the  United  States  as  Affected  by  the  Fund  and  Bank,”  Proceed¬ 
ings  of  the  American  Economic  Association,  May  1945,  pp. 
280-81.  Sec  also,  Hal  B.  Lary,  “The  Domestic  Effects  of  For¬ 
eign  Investment,”  Proceedings  of  the  American  Economic  Asso¬ 
ciation,  May  1946,  pp.  680-81. 

92.  Sec  Hinshaw,  “Foreign  Investment  and  American  Employ¬ 
ment,”  Proceedings  of  the  American  Economic  Association, 
May  1946,  p.  666.  If  a  7  per  cent  interest  rate  is  used,  then  after 
only  21  years  the  sum  of  4  billion  dollars  a  year  must  be 
loaned;  for  lower  .rates  of  interest  the  process  is  much  slower. 

93.  Ibid.,  p.  667. 

94-  See  Buchanan,  International  Investment,  cited,  p.  178. 
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velop  in  time  a  passive  (unfavorable)  trade  bal¬ 
ance,  they  argue,  whereby  debtor  countries  can  be 
enabled  to  service  our  loans  to  them,  then  it  might 
be  desirable  to  avoid  an  impossible  transfer  prob¬ 
lem  by  restricting  our  foreign  investments.  In  the 
meantime,  however,  we  should  begin  now  to  test 
the  absorptive  capacity  of  the  American  market  by 
lowering  the  tariff.^’ 

CONCLUSION 

In  summary,  the  United  States  can  repeat  its  ex¬ 
perience  after  World  War  I,  when  it  failed  to  allow 
other  nations  to  sell  more  freely  in  the  American 
market  and  instead  maintained  a  sizeable  surplus 
of  merchandise  exports,  with  international  pay¬ 
ments  kept  in  balance  largely  by  an  outflow  of  cap¬ 
ital.  Since  imports  did  not  adjust  to  the  creditor 
status  of  the  country  in  the  interwar  period,  service 
on  outstanding  obligations  was  possible  only  be¬ 
cause  more  capital  went  abroad;  once  new  invest¬ 
ments  declined,  the  burden  of  old  debts  became 
unbearable,  resulting  in  a  breakdown  of  world 
trade  and  finance.  At  the  present  time,  any  policy 
on  our  part  that  accelerates  the  recovery  of  devas¬ 
tated  countries  benefits  the  American  people;  for 
this  reason  foreign  loans,  by  hastening  the  recov¬ 
ery  of  trade  and  industry  abroad,  are  in  themselves 
desirable.  But  since  the  country  has  decided  to  lend 
and  not  give,  it  is  imperative  that  in  time  our 
purchases  abroad  increase  so  that  the  debtor  na¬ 
tions  can  acquire  the  dollars  to  repay.  Failing  such 
an  adjustment  in  our  foreign  trade,  there  will  again 
ensue  an  era  of  defaults,  accompanied  by  trade  and 
exchange  controls  and  a  definite  impairment  of 
political  conditions — a  prospect,  given  the  lessons 
of  the  1930’s,  that  we  can  ill  afford  to  ignore.  In 
other  countries  free  private  enterprise  is  already  on 
the  wane;  if  there  is  another  world  trade  slump, 
it  is  hardly  likely  that  capitalism  as  we  know  it 
will  survive  abroad. 

95.  Buchanan,  International  Investment,  cited,  p.  179.  Bu¬ 
chanan  thinks  the  transfer  problem  may  become  so  unmanage¬ 
able  that  there  may  have  to  be  more  gifts  and  fewer  loans. 
Ibid.,  p.  120.  The  transfer  problem  may  be  made  easier  if  the 
outflow  of  American  capital  to  Europe  consists  largely  of  direct 
investments.  This  type  of  investment  avoids  contractual  obliga¬ 
tions  and  the  pressures  they  exert  at  times  on  foreign  exchange 
rates;  moreover,  they  are  productive  and  tend  to  supply  what 
the  country  formerly  imported.  See  Yuan-Li  Wu,  “International 
Capital  Investment  and  the  Development  of  Poor  Countries,” 
Economic  fournal  (London),  March  1946,  pp.  86-ioi. 
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European  Holdings  of  Dollar  Assets 
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American  securities  have  for  many  years  been 
popular  among  investors  in  Europe.  In  1934  Eu¬ 
rope  was  a  creditor  of  the  United  States  to  the  ex¬ 
tent  of  approximately  $3,064,000,000.^  Thereafter, 
Europe’s  assets  in  the  United  States  increased 
steadily,  and  by  1939  Continental  Europe  had  $3.5 
billion,  and  the  British,  $3  billion  in  dollar  assets.^ 
On  the  outbreak  of  war,  France  and  Britain  placed 
foreign  assets  of  their  nationals  under  government 
control.  Of  the  British-owned  securities,  about  $600 
million  were  sold;  other  securities  and  properties 
were  pledged  as  collateral  for  a  $425  million  RFC 
commitment.  British  and  Empire  gold  amounting 
to  $2.5  billion  was  also  sold  to  the  United  States 
during  the  first  two  war  years.^  In  the  meantime, 
dollar  assets  of  those  European  countries  over-run 
by  the  German  army  were  frozen  by  the  Treas¬ 
ury.  On  June  14,  1941  freezing  control  was  ex¬ 
tended  to  cover  Germany,  Italy  and  the  remainder 
of  Continental  Europe.  As  of  that  date  dollar  assets 
of  Europe  amounted  to  $8,127,600,000.'*  Of  this 
total,  British  holdings  were  $3,239,000,000;  France 
had  $1,040,000,000;  Switzerland,  $1,210,000,000;  and 
the  Netherlands,  $977,000,000.  Foreign  corporations 
were  the  most  important  group  holding  these  assets, 
owning  about  63  per  cent;  individuals  came  next 
with  21  per  cent;  and  governmental  bodies  and 
others  held  16  per  cent.'  Demand  deposits  and 
securities  were  the  two  most  important  types  of 
holdings. 

According  to  Treasury  estimates,  all  foreign  dol¬ 
lar  assets  as  of  December  31,  1944  amounted  to 
approximately  $14  billion;  earmarked  gold  in  the 
United  States  was  estimated  at  $3,937,000,000.  This 
increase  reflects  a  rise  in  foreign  dollar  deposits, 
foreign  holdings  of  United  States  government  ob¬ 
ligations  (short-term),  and  a  rise  in  value  of  cor- 

1.  Lewis,  America’s  Sta^e,  cited,  p.  146.  The  figure  includes 
short-term  credits,  direct  and  portfolio  investments. 

2.  United  States  Treasury  Department,  Census  of  Foreign- 
Owned  Assets  in  the  United  States  (Washington,  Government 
Printing  Office,  1945),  p.  3.  These  data  are  based  in  part  at 
least  upon  Department  of  Commerce  estimates.  They  are  ex¬ 
clusive  of  earmarked  gold.  According  to  the  Treasury  Census, 
some  S440  million  was  owned  by  American  citizens  in  Europe. 
Ihid.,  p.  50. 

3.  Ihid.,  p.  3. 

4.  Ihid.,  p.  14.  Total  foreign  dollar  assets  was  $12,738,700,000. 

5.  Ihid.,  p.  17. 

6.  Census  of  Foreign-Owned  Assets,  cited,  pp.  33-34.  The  in¬ 
flux  of  foreign  short-term  funds  made  the  United  States  a  debtor 
nation,  the  net  debt  being  about  $1.2  billion  in  September  1944. 
See  Cleona  Lewis,  Debtor  and  Creditor  Countries:  1938,  1944 
(Washington,  Brookings,  1945),  p.  25. 


porate  securities.^  Specific  data  for  Europe  are  not 
given;  but  it  is  indicated  that  the  share  of  Europe 
in  the  increase  was  rather  small,  and  differed  ac¬ 
cording  to  the  status  of  particular  countries;  hold¬ 
ings  of  enemy  countries  underwent  small  change, 
their  assets  having  been  vested  by  the  Alien  Prop¬ 
erty  Custodian;  holdings  of  enemy-occupied  coun¬ 
tries  increased  somewhat;  while  dollar  assets  of 
European  neutrals  declined  slightly.^  The  neutrals, 
however,  made  large  gold  purchases  in  the  United 
States,  so  their  net  position  was  accordingly  im¬ 
proved. 

While  no  accurate  recent  data  are  available  as 
to  the  total  of  European-owned  dollar  assets,  the 
amount  held  is  unquestionably  large.  But  the  ex¬ 
tent  to  which  these  assets  can  be  used  to  meet  re¬ 
quirements  of  reconstruction  is  not  clear.  Owner¬ 
ship  of  these  holdings  is  not  distributed  evenly 
among  the  nations  of  Europe — Britain,  the  Nether¬ 
lands,  France  and  Switzerland  owning  by  far  the 
largest  part.  The  Swiss,  however,  may  elect  to  lend 
to  others  some  of  their  dollar  holdings  once  these 
have  been  freed  by  the  United  States.  Foreign  cor¬ 
porations  (industrial)  may  use  some  of  their  dollar 
assets  for  supplies  and  equipment;  but  European 
nationals  might  not  voluntarily  liquidate  their 
holdings  and  invest  the  proceeds  in  their  own  coun¬ 
tries.  Privately  held  assets  were  built  up  largely 
during  the  flight  of  capital  from  Europe.  In  the 
meantime,  however,  the  need  for  dollars  to  meet 
trade  balance  deficits  will  continue  acute  despite 
our  loans,  and  some  countries — France  and  the 
Netherlands,  for  example — may  decide  to  take  title 
to  and  liquidate  dollar  assets  of  their  nationals. 

The  Netherlands  government  has  already  under¬ 
taken  new  measures  to  meet  a  deficit  in  the  coun¬ 
try’s  1946  trade  balance  that  threatens  to  become 
larger  than  was  earlier  anticipated.  The  new  pro¬ 
gram  includes  a  plan  to  speed  up  at  least  partial 
liquidation  of  foreign  assets.  Decrees  presently  in 
force  require  Dutch  citizens  to  declare  their  hold¬ 
ings  of  American  and  British  assets,  but  so  far  the 
response  has  been  disappointing,  even  though  the 
authorities  have  offered  to  pay  in  free  money  40 
per  cent  of  such  voluntarily  offered  foreign  ex¬ 
change.®  Should  the  United  States  make  available 
the  data  it  has  collected  on  Dutch  assets  here,  liqui¬ 
dation  of  those  assets  can  be  accelerated. 

7.  Census  of  Foreign-Owned  Assets,  cited,  pp.  35-37. 

8.  Sec  New  Yor^  Times,  July  3,  1946. 


